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104TH CONGRESS
e H, R, 1818

To amend the Intermal Revenue Code of 1986 to allow a deduction for

Mr.

To

contributions to a medical savings account by any individual who is
covered under a catastrophic coverage health plan.

IN THE HOUSE OF REPRESENTATIVES

JUNE 13, 1995

ARCHER (for himself, Mr. JacoBs, Mr. THoMas, Mr. DELay, Mr.
CRANE, Mr. SHAw, Mr. BUNNING of Kentuecky, Mr. HotGHTON, Mr.
HERGER, Mr. MCCRERY, Mr. HaxcocK, Mr. CaMp, Mr. RAMSTAD, Mr.
ZIMMER, Mr. NUSSLE, Mr. SaM JOHNSON of Texas, Ms. DuNN of Wash-
ington, Mr. COLLINS of Georgia, Mr. PORTMAN, Mr. ENGLISH of Penn-
sylvania, Mr. ENSIGN, Mr. CHRISTENSEN, Mr. SOLOMON, Mr. YOUNG of
Alaska, Mr. MYERS of Indiana, Mr. DORNAN, Mr. SMITH of Texas, Mr.
ROHRABACHER, Mr. FROST, Mr. HALL of Texas, Mr. BURTON of Indi-
ana, Mr. LipINSKi, Mr. TORRICELLI, Mrs. VUCANOVICH, Mr. SaxTox,
Mr. CavLLAHAN, Mr. GALLEGLY, Mr. PIickeETT, Mr. UPTON, Mr.
POSHARD, Mr. STEARNS, Mr. BARTLETT of Maryland, Mr. BREWSTER,
Mr. Craro, Mr. HILLEARY, Mr. INGLIS of South Carolina, Mr.
KNOLLENBERG, Mr. MANzULLO, Mr. ROYCE, Mr. TALENT, Mr.
CHAMBLISS, Mr. CHRYSLER, Mr. GANSKE, Mr. JONES, Mr. LARGENT,
Mr. THORNBERRY, Mr. WATTS of Oklahoma, Mr. WELLER, Mr. WHITE,
Mr. WICKER, Mr. HOKE, and Mrs. JOHNSON of Connecticut) introduced
the following bill; which was referred to the Committee on Ways and
Means

A BILL

amend the Internal Revenue Code of 1986 to allow a
deduction for contributions to a medical savings account
by any individual who is covered under a catastrophic
coverage health plan.

av)
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Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
SECTION 1. SHORT TITLE.

This Act may be cited as the ‘“‘Family Medical Sav-
ings and Investment Act of 1995”".

SEC. 2. MEDICAL SAVINGS ACCOUNTS.

(a) IN GENERAL.—Part VII of subchapter B of chap-
ter 1 of the Internal Revenue Code of 1986 (relating to
additional itemized deductions for individuals) is amended
by redesignating section 220 as section 221 and by insert-
ing after section 219 the following new section:

“SEC. 220. MEDICAL SAVINGS ACCOUNTS.

“(a) DEDUCTION ALLOWED.—In the case of an indi-
vidual who is an eligible individual for any month during
the taxable year, there shall be allowed as a deduction for
the taxable year an amount equal to the aggregate amount
paid in cash during such taxable year by such individual
to a medical savings account of such individual.

“(b) LIMITATIONS.—

“(1) IN GENERAL.—Except as otherwise pro-

vided in this subsection, the amount allowable as a

deduction under subsection (a) to an individual for

the taxable vear shall not exceed the lesser of—

“(A) $2,500, or
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“(B) the deductible under the catastrophic
health plan covering such individual.
If the catastrophic health plan covering such individ-
ual provides coverage for any other eligible individ-
ual who is the spouse or any dependent (as defined
in section 152) of the taxpayer, subparagraph (A)
shall be applied by substituting ‘$5,000° for
‘$2,500°,

“(2) PRORATION OF LIMITATION.—

“(A) IN GENERAL.—The limitation under
paragraph (1) shall be the sum of the monthly
limitations for months during the taxable year
that the individual is an eligible individual if—

“(i) such individual is not an eligible
individual for all months of the taxable
year,

“(i1) the deduectible under the cata-
strophic health plan covering such individ-

- ual is not the same throughout such tax-
able year, or

“(iii) such limitation is determined

using the last sentence of paragraph (1)

for some but not all months during such

taxable year.
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“(B) MONTHLY LIMITATION.—The month-
ly limitation for any month shall be an amount
equal to %12 of the limitation which would (but
for this paragraph and paragraph (3)) be deter-
mined under paragraph (1) if the facts and cir-
cumstances as of the first day of such month
that such individual is covered under a cata-
strophic health plan were true for the entire
taxable year.

“(3) COORDINATION WITH EXCLUSION FOR EM-
PLOYER CONTRIBUTIONS, INCLUDING TRANSFERS
FROM FLEXIBLE SPENDING ARRANGEMENTS.—No
deduection shall be allowed under this section for any
amount paid for any taxable year to a medical sav-
ings account of an individual if—

“(A) any amount is paid to any medical
savings account of such individual which is ex-
cludable from gross income under section
106(b) for such year, or .

“(B) in a case described in paragraph
(4)(B), any amount is paid to any medical sav-
ings aceount of either spouse which is so ex-
cludable for such year.

“(4) SPECIAL RULE FOR MARRIED INDIVID-

UALS.—
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“(A) IN GENERAL.—This subsection shall
be applied separately for each married individ-
ual and without regard to any community prop-
erty laws.

“(B) SPECIAL RULE.—If individuals who
are married to each other are covered under the
same catastrophic health plan, then the
amounts applicable under subparagraphs (A)
and (B) of paragraph (1) shall be divided equal-
lv between them unless they agree on a dif-
ferent division.

“(5) DENIAL OF DEDUCTION TO DEPEND-

ENTS.—No deduction shall be allowed under this
section to any individual with respect to whom a de-
duction under section 151 is allowable to another
taxpayer for a taxable year beginning in the cal-
endar year in which such individual’s taxable year
begins.

“(c) DEFINITIONS.—For purposes of this section—

“(1) ELIGIBLE INDIVIDUAL.—The term ‘eligible

individual’ means, with respect to any month, any

individual—

“(A) who is covered under a catastrophie

health plan at any time during such month, and
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“(B) who is not, while covered under a cat-
astrophic health plan, covered under any health
plan—
‘(i) which is not a catastrophic health
plan, and
“(i1) which provides coverage (other
than permitted coverage) for any services
which are covered under the catastrophic
health plan.

“(2) CATASTROPHIC HEALTH PLAN.—The term
‘catastrophic health plan’ means any health plan
which provides no ecompensation for an individual’s
expenses covered by the plan (other than for per-
mitted coverage) for any calendar year to the extent
such expenses for such calendar vear do not exceed

$1,800 ($3,600 if the catastrophic health plan cover-

" ing the taxpayer provides eoverage for more than 1

individual) or such higher amounts as may be speci-
fied by the plan.
“(3) PERMITTED COVERAGE.—The term ‘per-
mitted coverage’ means—
“(A) coverage only for accidents, dental
care, vision ecare, disability income, or long-term

care insurance,
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“(B) Medicare supplemental health insur-
ance,

“(C) coverage issued as a supplement to li-
ability insurance,

“(D) liability insurance, including general
liability insurance and automobile liability in-
surance,

“(E) worker’s cc).nlpensation or similar in-
surarice,

“(F) automobile medical-payment insur-
ance,

“(G) coverage for a specified disease or ill-
ness, and

“(H) a hospital or fixed indemnity policy.

“(d) MEDICAL SAVINGS ACCOUNT.—For purposes of

this section—

“(1) MEDICAL SAVINGS ACCOUNT.—The term

‘medical savings aceount’ means a trust created or
organized in the United States exclusively for the
purpose of paying the qualified medical expenses of
the account holder, but only if the written governing
instrument creating the trust meets the following re-

quirements:
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“(A) Exeept in the case of a rollover con-
tribution described in subsection (f)(3), no con-
tribution will be accepted unless it is in cash.

“(B) The trustee is a bank (as defined in
section 408(n)), an insurance (as defined in
section 816); or another person who dem-
onstrates to the satisfaction of the Secretary
that the manner in which such person will ad-
minister the trust will be consistent with the re-
quirements of this section.

“(C) No part of the trust assets will be in-
vested in life insurance contracts.

“(D) The assets of the trust will not be
commingled with other property except in a
common trust fund or common investment
fund.

“(E) The interest of an individual in the
balance in his account is nonforfeitable.

“(2) QUALIFIED MEDICAL EXPENSES.—

“(A) IN GENERAL.—The term ‘qualified
medical expenses’ means, with respect to an ae-
count holder, amounts paid by such holder—

“(1) for medical care (as defined in
section 213(d)) for such individual, the

spouse of such individual, and any depend-
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ent (as defined in section 152) of such in-
dividual, but only to the extent such
amounts are not compensated for by insur-
ance or otherwise, or

“(ii) for long-term care insurance for
such individual, spouse, or dependent.

‘“(B) HEALTH PLAN COVERAGE MAY NOT

BE PURCHASED FROM ACCOUNT.—

“(1) IN GENERAL.—Such term shall
not include any amount paid for coverage
under a health plan unless such plan is a
catastrophic health plan.

“(ii) EXCEPTION.—Clause (i) shall
not apply to any amount paid for long-
term care insurance.

“(3) ACCOUNT HOLDER.—The term ‘account
holder’ means the individual on whose behalf the
medical savings account was established.

““(4) CERTAIN RULES TO APPLY.—Rules similar
to the following rules shall apply for purposes of this
section:

“(A) Section 219(d)(2) (relating to no de-
duction for rollovers).
“(B) Section 219(f)(3) (relating to time

when contributions deemed made).
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“(C) Except as provided in section 106(b),
section 219(f)(5) (relating to employer pay-
ments).
“(D) Section 408(1;) (relating to custodial

aceounts).

“(e) TAX TREATMENT OF ACCOUNTS.—

“(1) ACCOUNT TAXED AS GRANTOR TRUST.—

“(A) IN GENERAL.—Except as provided in
subparagraph (B), the account holder of a med-
ical savings account shall be treated for pur-
poses of this title as the owner of such account
and shall be subject to tax thereon in accord-
ance with subpart E of part I of subchapter J
of this chapter (relating to grantors and others
treated as substantial owners).

“(B) TREATMENT OF CAPITAL LOSSES.—
With respect to assets held in a medical savings
account, any capital loss for a taxable year
from the sale or exchange of such an asset shall
be allowed only to the extent of capital gains
from such assets for such taxable year. Any
capital loss which is disallowed under the pre-
ceding sentence shall be treated as a capital
loss from the sale or exchange of such an asset

in the next taxable vear. For purposes of this
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subparagraph, all medical savings accounts of

the_ account holder shall be treated as 1 ac-

count.

“(2) ACCOUNT ASSETS TREATED AS DISTRIB-
UTED IN THE CASE OF PROHIBITED TRANSACTIONS
OR ACCOUNT PLEDGED AS SECURITY FOR LOAN.—
Rules similar to the rules of paragraphs (2) and (4)
of section 408(e) shall apply to medical savings ac-
counts, and any amount treated as distributed under
such rules shall be treated as not used to pay quali-
fied medical expenses.

“(f) TAX TREATMENT OF DISTRIBUTIONS.—

“(1) INCLUSION OF AMOUNTS NOT USED FOR
QUALIFIED MEDICAL EXPENSES.—

*{A) INX GENERAL.—Any amount paid or
distributed out of a medical savings account
which is not used exclusively to pay the quali-
fied medical expenses of the account holder
shall be included in the gross income of such
holder to the extent such amount does not ex-
ceed the excess of—

‘(1) the aggregate econtributions to
such account which were allowed as a de-
duction under this section or which were

excluded under section 106(b). over
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“(ii) the aggregate prior payments or

distributions from such account which were

includible in gross income under this para-
graph.

“(B) SPECIAL RULES.

For purposes of
subparagraph (A)—

“(i) all medical savings accounts of
the account holder shall be treated as 1 ac-
count,

‘“(it) all payments and distributions
during any taxable vear shall be treated as
1 distribution, and

“(i1) any distribution of property
shall be taken into account at its fair mar-
ket value on the date of the distribution.

“(2) PENALTY FOR DISTRIBUTIONS NOT USED
FOR QUALIFIED MEDICAL EXPENSES.—

“(A) IN GENERAL.—The tax imposed by
this chapter for any taxable vear in which there
is a payment or distribution from a medical
savings account which is not used exelusively to
pay the qualified medical expenses of the ac-
count holder shall be increased by 10 percent of

the amount of such payment or distribution
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which is includible in gross income under para-

graph (1).

“(B) DISABILITY OR DEATH CASES.—Sub-
paragraph (A) shall not apply if the payment or
distribution is made after the account holder
becomes disabled within the meaning of section
72(m)(7) or dies.

- 43} RoLLOVERs.—Paragraph (1) shall not
apply to any amount paid or distributed out of a
medical savings account to the account holder if the
entire amount received (including monev and any
other property) is paid into another medical savings
aceount for the benefit of such holder not later than
the 60th day after the day on which he received the
payment or distribution.

*(4) COORDINATION WITH MEDICAL EXPENSE
DEDUCTION.—For purposes of section 213, any pay-
ment or distribution out of a medical savings ac-
count for qualified medical expenses shall not be
treated as an expense paid for medical care to the
extent of the amount of such payment or distribu-
tion which is excludable from gross income solely by
reason of paragraph (1)(A).

*“(g) COST-OF-LIVING ADJUSTMENT.—
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“(1) Ix GENERAL.—In the case of any taxable
vear beginning in a calendar year after 1996, each
dollar amount in subsection (b)(1) or in subsection
(c)(2) shall be increased by an amount equal to—

‘“(A) such dollar amount, multiplied by
“(B) the medical care cost adjustment for
such calendar year.
If any increase under the preceding sentence is not
a multiple of $50, such increase shall be rounded to
the nearest multiple of $50.

“(2) MEDICAL CARE COST ADJUSTMENT.—For
purposes of paragraph (1), the medical care cost ad-
justment for any calendar year is the percentage (if
any) by which—

“(A) the medical care component of the

Consumer Price Index (as defined in section

1(f)(3)) for August of the preceding calendar

year, exceeds

“(B) such component for August of 1995.

‘“(h) REPORTS.—The trustee of a medical savings ac-
count shall make such reports regarding such acecount to
the Secretary and to the account holder with respect to
contributions, distributions, and such other matters as the
Secretary may require under regulations. The reports re-

quired by this subsection shall be filed at such time and
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in such manner and furnished to such individuals at such
time and in such manner as may be required by those reg-
ulations.”

(b) DEDUCTION ALLOWED WHETHER OR NOT INDI-
VIDUAL ITEMIZES OTHER DEDUCTIONS.—Subsection (a)
of section 62 of such Code is amended by inserting after
paragraph (15) the following new paragraph:

“(16) MEDICAL SAVINGS ACCOUNTS.—The de-
duction allowed by section 220.”

(e) EXcLtSIONS FOR EMPLOYER CONTRIBUTIONS TO
MEDICAL SAVINGS ACCOUNTS.—

(1) EXCLUSION FROM INCOME TAX.—The text
of section 106 of such Code (relating to contribu-
tions by employer to accident and health plans) is
amended to read as follows:

“(a) GENXERAL RULE.~—Gross income of an employee
does not include employer-provided coverage under an ac-
cident or health plan.

“(b) CONTRIBUTIONS TO MEDICAL SAVINGS AcC-
COUNTS.—

“(1) IN GENXERAL.—In the case of an employee
who is an eligible individual, gross income does not
include amounts contributed by such employee’s em-
plover to any medical savings account of such em-

plovee. For purposes of the preceding sentence, the
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terms ‘eligible individual’ and ‘medical savings ac-
count’ have the respective meanings given to such
terms by section 220.

“(2) NO CONSTRUCTIVE RECEIPT.—No amount
shall be included in the gross income of any em-
ployee solely because the employee may choose be-
tween the contributions referred to in paragraph (1)
and emplover contributions to another health plan of
the employer.

“(3) TRA.\'SFERS FROM FLEXIBLE SPENDING
ARRANGEMENTS.—

“(A) INx GENERAL.—A flexible spending ar-
rangement for health shall not cease to be
treated as such an arrangement, and no
amount shall be includible in the gross income
of the employee, solely because amounts not
paid out as reimbursements under such ar-
rangement are contributed to a medieal savings
account of such employee.

“(B) FLEXIBLE SPENDING ARRANGE-
MENT.—For purposes of this paragraph, a
flexible spending arrangement is a benefit pro-
gram which provides employees with coverage

under which—
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“(1) specified incurred expenses may
be reimbursed (subject to reimbursement
maximuams and other reasonable condi-
tions), and

“(11) the maximum amount of reim-
bursement which is reasonably available to
a participant for such coverage is less than
500 percent of the cost of such coverage.

In the case of an insured plan, the maximum

amount reasonably available shall be deter-

mined on the basis of the underlying coverage.

“{4) COORDINATION WITH DEDUCTION LIMITA-
TION.—The amount excluded from the gross income
of an employvee under this subsection for any taxable
vear shall not exceed the limitation under section
220(b)(1) (determined without regard to this sub-
section) which is applicable to such employee for
such taxable vear.”

(2) EXCLUSION FROM EMPLOYMENT TAXES.—

(A) SOCIAL SECTURITY TAXES.—

(i) Subsection (a) of section 3121 of
such Code is amended by striking ‘“‘or” at
the end of paragraph (20), by striking the
period at the end of paragraph (21) and

[ thl

inserting ‘; or’”’, and by inserting after
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paragraph (21) the following new para-

graph:

“(22) any payment made to or for the benefit
of an employee if at the time of such payment it is
reasonable to believe that the employee will be able
to exclude such payment from income under section
106(b).”

(i1) Subsection (a) of section 209 of
the Social Security Act is amended by

striking “or” at the end of paragraph (17),

by striking the period at the end of para-

graph (18) and inserting “; or”, and by in-
serting after paragraph (18) the following
new paragraph:

“(19) any payment made to or for the benefit
of an emplovee if at the time of such payment it is
reasonable to believe that the employee will be able
to exclude such payment from income under section
106(b) of the Internal Revenue Code of 1986.”

(B) RAILROAD RETIREMENT TAX.—Sub-
section (e) of section 3231 of such Code is
amended by adding at the end the following
new paragraph:

“(10) MEDICAL SAVINGS ACCOUNT (CONTRIBU-

TIONS.—The term ‘compensation’ shall not include
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any payment made to or for the benefit of an em-
ployee if at the time of such payment it is reason-
able to believe that the employee will be able to ex-
clude such payment from income under section

106(b).”

(C) UNEMPLOYMENT TAX.—Subsection (b)

of section 3306 of such Code is amended by

y

striking “or” at the end of paragraph (15), by

striking the period at the end of paragraph (16)

b

and inserting “; or’”’, and by inserting after
paragraph (16) the following new paragraph:

*(17) any payment made to or for the benefit

of an employee if at the time of such pavment it is
reasonable to believe that the emplovee will be able
to exclude such payment from income under section

106(b).”

(D) WITHHOLDING TAX.—Subsection (a)
of section 3401 of such Code is amended by
striking “or”’ at the end of paragraph (19), by
striking the period at the end of paragraph (20)
and inserting “; or”, and by inserting after
paragraph (20) the following new paragraph:

“(21) any payment made to or for the benefit

of an employee if at the time: of such payment it is

reasonable to believe that the emplovee will be able
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to exclude sach payment from income under section
106(b).”

(d) TaX oNx PROHIBITED TRANSACTIONS.—Section

4975 of such Code (relating to tax on prohibited trans-

actions) is amended—

(1) by adding at the end of subsection (e) the
following new paragraph:

‘(4) SPECIAL RULE FOR MEDICAL SAVINGS AC-
COUNTS.—An individual for whose benefit a medical
savings account (within the meaning of seetion
220(d)) is established shall be exempt from the tax
imposed by this section with respect to any trans-
action concerning such account (which would other-
wise be taxable under this section) if, with respect
to such transaction, the aceount ceases to be a medi-
cal savings account by reason of the application of
section 220(e)(2) to such aceount.”, and

(2) by inserting “or a medical savings account
deseribed in section 220(d)” in subsection (e)(1)
after ‘“‘deseribed in section 408(a)”.

(e} FAILCRE To PROVIDE REPORTS ON MEDICAL

22 SAVINGS ACCOUNTS.—Section 6693 of such Code (relat-

23 ing to failure to provide reports on individual retirement

24 accounts or annuities) is amended—
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(1) by inserting ‘“OR ON MEDICAL SAVINGS
ACCOUNTS” after “ANNUITIES” in the heading of
such section, and

(2) by adding ‘at the end of subsection (a) the
following: ““The person required by section 220(h) to
file a report regarding a medical savings account at
the time and in the manner required by such section
shall pay a penalty of $50 for each failure to so file
unless it is shown that such failure is due to reason-
able cause.”
(f) CLERICAL AMENDMENTS.—

(1) The table of sections for part VII of sub-
chapter B of chapter 1 of such Code is amended by

striking the last item and inserting the following:

“See. 220. Medical savings accounts.
“See. 221. Cross reference.”

(2) The table of sections for subchapter B of
chapter 68 of such Code is amended by inserting ‘“‘or
on medical savings accounts” after ‘‘annuities” in
the item relating to section 6693.

(g) EFFECTIVE DATE.—The amendments made by

20 this section shall apply to taxable years beginning after
21 December 31, 1995.
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H.R. 1818, THE FAMILY MEDICAL SAVINGS
AND INVESTMENT ACT

TUESDAY, JUNE 27, 1995

HOUSE OF REPRESENTATIVES,
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SUBCOMMITTEE ON HEALTH,
Washington, DC.
The Subcommittee met, pursuant to call, at 11 a.m., in room
1100, Longworth House Office Building, Hon. Bill Thomas (Chair-
man of the Subcommittee) presiding.
[The advisory announcing the hearing follows:]
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FROM THE COMMITTEE ON WAYS AND MEANS
SUBCOMMITTEE ON HEALTH

FOR IMMEDIATE RELEASE CONTACT: (202) 225-3943
June 15, 1995
No. HL-12
Thomas Announ earin n
R. 1818, The "Famil ical Savin
And Investment A f "

Congressman Bill Thomas (R-CA), Chairman of the Subcommittee on Health of the
Committee on Ways and Means, today announced that the Subcommittee will hold a hearing
on HR. 1818, the Family Medical Savings and Investment Act. The hearing will take place
on Tuesday, June 27, 1995, in the main Committee hearing room, 1100 Longworth
House Office Building, beginning at 11:00 a.m.

Oral testimony at this hearing will be heard from invited witnesses. Any individual or
organization not scheduled for an oral appearance may submit a written statement for
consideration by the Committee and for inclusion in the printed record of the hearing.

BACKGROUND:

The fact that Americans with conventional health insurance have few incentives to buy
medical services carefully or benefit from staying well are major factors affecting health care
cost growth. One approach to providing incentives for Americans to be more cost conscious
purchasers of medical services is to make available alternatives to conventional insurance such
as medical savings accounts (MSAs). Medical savings accounts are used to pay for out-of-
pocket medical expenses up to a catastrophic limit after which costs would be covered by
insurance. MSAs would give people more control over their health care dollars and the
opportunity to save the MSA funds not spent that year for future health care needs.

H.R. 1818, the Family Medical Savings and Investment Act of 1995, aliows
individuals who are covered by a catastrophic health plan to maintain a medical savings
account to assist in saving for expenses not covered by the health plan. Within limits,
contributions would be excludable from gross income if made by the employer and deductible
if made by the individual. In general, the amount of the individual or employer contributions
that could be deducted or excluded for a taxable year would be the lesser of (1) the deductible
under the catastrophic health plan, or (2) $2,500 if the MSA covers only the individual or
$5,000 if the MSA covers the individual and the spouse or a dependent of the individual.
Withdrawals from an MSA would be excludable from income if used for medical expenses
for the individual and his or her spouse or dependents.

In announcing the hearing, Chairman Thomas stated: "The American people know
that health care spending must be reduced -- it takes an ever increasing bite out of the average
family paycheck. What we are trying to do with this bill is provide people with a tool to help
them take control of their own health care spending.®

FOCUS OF THE HEARING:

The hearing will examine the issues involved in expanding health care coverage
options available to individuals and families under H.R. 1818. The Subcommittee is
particularly interested in technical issues involved in implementation of the MSAs established
in HR. 1818.
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Any person or organization wishing to submit a written statement for the printed
record of the hearing should submit at least six (6) copies of their statement, with their
address and date of hearing noted, by the close of business, Tuesday, July 18, 1995, to Phillip
D. Moseley, Chief of Staff, Committee on Ways and Means, U.S. House of Representatives,
1102 Longworth House Office Building, Washington, D.C. 20515. If those filing written
statements wish to have their statements distributed to the press and interested public at the
hearing, they may deliver 200 additional copies for this purpose to the Subcommittee on
Health office, room 1136 Longworth House Office Building, at least one hour before the
hearing begins.

FORMATTING REQUIREMENTS:
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Chairman THOMAS. The Health Subcommittee will come to order,
please.

Today, the Health Subcommittee will receive testimony on H.R.
1818, the Family Medical Savings and Investment Act of 1995. I
am pleased to be an original cosponsor of what I believe to be an
important health reform and tax legislation bill. It has been devel-
oped by the Chairman of the Ways and Means Committee,
Congressman Bill Archer, and our distinguished colleague from the
Committee, Congressman Andy Jacobs.

H.R. 1818 amends the Tax Code to allow Americans who are cov-
ered by a catastrophic health insurance plan to maintain a medical
savings account, which we normally call MSAs, to assist in paying
for medical expenses not covered by their health plan.

Providing Americans with MSAs combined with catastrophic
health coverage is an alternative to congressional health insurance.
The MSA concept has, frankly, caught the imagination of the gen-
eral public as well as many of the Representatives here in
Congress.

It is an attractive alternative to conventional health insurance,
I believe, because it would contribute to two of the most important
goals of health reform. First, it would assist in expanding afford-
able health coverage for Americans, and second, MSAs would pro-
mote personal responsibility in cost conscience purchasing of
medical services.

The old-fashioned fee-for-service form of health insurance leaves
physicians and their patients with little knowledge and, therefore,
little concern about the costs of particular treatments or proce-
dures. Historically, health insurance has been there to pay, so often
neither the physician nor their patients have spent medical care
dollars carefully.

In addition, as the old style indemnity insurance has grown in
cost, it has fueled medical inflation. The old style insurance has it-
self become a factor in the decline in coverage as employers and in-
dividuals have found it more difficult to bear the burden of such
costly health insurance.

Coverage by coordinated care arrangements, such as health
maintenance organizations, have proved defective in curbing health
care costs. But in our pluralistic society, many employers and indi-
viduals see choice of additional strategies to health care coverage
as a plus in working the affordability game. MSAs are one such
alternative.

This approach will enhance coverage by keeping it affordable.
And unlike most employer plans, MSAs are truly portable, follow-
ing an employee when he or she leaves a job, changes jobs, or
retires.

MSAs also empower the individual in regard to medical care pur-
chasing, I believe, and an individual with an MSA will benefit from
taking responsibility for staying well and avoiding health costs or
buying carefully when medical services are necessary.

These new incentives for individual consumers of health care
should keep costs down, since those with MSAs are personally re-
sponsible for how much they spend on a significant portion of their
health care needs.
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H.R. 1818 provides Americans with more choices. Combined with
the freedom to make their own medical care decisions, these
choices can make health care more affordable for those with MSAs
while increasing the awareness of health care costs.

I look forward to the testimony not only from our distinguished
colleagues but from the other panels today to shed more light on
MSAs and how they work.

Ordinarily Chairman Archer, the sponsor of the bill, would lead
off the testimony. He is unavoidably delayed until a little bit later
in the hearing, and, therefore, before hearing from our colleague,
the principal cosponsor of the bill, Andy Jacobs of Indiana, I would
recognize the Ranking Member, Mr. Stark.

Mr. STARK. Well, Mr. Chairman, since it is raining this week, I
will include a little rain on the parade.

I appreciate your having these hearings, but I think medical sav-
ings accounts are a scam. They would transfer money from people
who are sick or are liable to become sick or pregnant to those who
have the good fortune to be healthy.

They are especially skewed to benefit healthy people in high tax
brackets at the expense of taxpayers in general. And, worse, if they
caught on, they would undermine the entire health care system by
making insurance less affordable for anyone who has a high prob-
ability of having high medical expenses.

MSAs are a brilliant scheme to skim healthy people out of the
insurance pool, leaving those who are sick or who are planning a
baby at increasingly expensive traditional plans. And the MSAs
would force traditional plans to increase their premiums to make
up for the money that MSAs take out of the pool.

MSAs allow people to pay for otherwise uninsured’s medical ex-
penses out of tax free income. Insurance companies that would ben-
efit financially from these plans have been quick to tout the advan-
tage of this approach. In fact, one of the major proponents is a com-
pany already notorious for its efforts to exclude sick people from its
insurance pool. But more objective analysts, including the Amer-
ican Academy of Actuaries, have pointed out that while MSAs may
be great for people who are both healthy and in a high tax bracket,
those who are sick and taxpayers in general will be paying for the
windfalls that go to those rich folks. And while the healthy and
wealthy few save money, resources available for health care in gen-
eral will shrink, and most families will risk paying much more in
health care costs out of their own pockets.

The proponents of MSAs rest their arguments on a large fallacy,
and the fallacy is that overall health care expenditures will be re-
duced if tax preferred medical savings accounts are made available.
There is no evidence to this effect, and certainly no evidence that
the public in general has any concept of how to purchase health
care or what it costs.

Health care decisions are made in large part by health care pro-
viders, not the patients. In fact, there is a potential for health care
costs to actually rise for the individuals that move out of highly
managed HMOs or move out of plans with significant provider dis-
countsl and into MSA plans with very loose utilization and fee
controls.
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Putting off a tetanus shot or a flu shot may save a buck today,
but it may very well end up costing a whole lot more tomorrow. For
the healthy, there may be a reduction in the premium for their
health care coverage, but for those remaining in the standard poli-
cies, they will see a premium jump. Again, overall, there is no proof
that health care expenditures will be reduced as a result of the
availability of MSAs.

Thank you, Mr. Chairman,

Chairman THOMAS. And for the rest of the story, the gentleman
from Indiana, Mr. Jacobs.

STATEMENT OF HON. ANDREW JACOBS, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF INDIANA

Mr. JacoBs. Thank you, Mr. Chairman.

Obviously, Mr. Stark’s and my view of this is slightly different.
I am not in the habit of perpetrating scams, but it is in the eyes
of the beholder, I suppose.

The explosion in medical inflation occurred in the United States,
I believe the record will show, around 1965-1966, in the late
sixties. Coincident with that explosion was the advent of Medicare,
a very deep pocket. It was begun on an unfortunate model; namely,
that of the Pentagon—the infamous “cost plus contract,” which
meant that whatever your costs are would determine your profit;
the higher the cost, the higher the profit. It was an invitation to
excess and to waste.

By 1983, the Reagan administration—I had the honor of being
one of your predecessors, Mr. Chairman—the Reagan administra-
tion proposed the diagnostically related groups and the prospective
payment to cease that kind of nonsense and inject a little bit of
market incentive into the Medicare systems. If we had not passed
that law in 1983, God knows what would be left of Medicare now
more than a decade later.

The literature is rife with articles about third party payers. My
colleague, Mr. Christensen, has a very bad cold now. If he goes to
see a doctor, he will get over it—with all due respect to my friend
from Nevada, if he goes to see a doctor—we are not talking about
broken legislation now—he will get over it in 6 days. And if he does
not go to see a doctor, he will get over it in 6 days.

Now, if you are paying his bill and the doctor tells great jokes,
then maybe John would be tempted to go on over anyway. Or if 1
have a hangnail and my doctor tells good jokes I might go anyway.
The point being that there is a difference between using money
that does not seem like yours and money that is yours. That is
what the medical savings account is all about.

My friend Pete says, well, there is no proof that that will save
money. To me, that is like saying there is no proof that if you do
push-ups you will be in better shape. It has been proved at the
Forbes organization, for example.

I listened to a woman in a meeting explain that with her medical
savings account she went to see a doctor who said she needed an
operation that cost $8,000. Well, she had the medical savings. That
is her money. So, she goes to a second one and says, you are crazy,
that guy is ripping you off, I can do it for $4,000. But she even
went to a third doctor and he said, you're really crazy, you do not
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need an operation at all. Now, Pete, there is $8,000. Chalk that up.
And that can be multiplied by millions of people.

I hear it said that it will shrink the pool of insurance money to
pay medical bills. Of course it will. That is exactly what we are try-
ing to do. If you shrink the prices, the proportion of the U.S.
economy that puts money into medical care will shrink. You will
not need as much insurance at that point.

And finally, Mr. Chairman—by the way, when I chaired this
Committee I always allowed each witness two “finallies” and one
“in conclusion.” I will see if I can make it on the finally.

In the old days, if you had a fender-bender you went to the insur-
ance company and the first question the guy with the clipboard
would ask is, is this an insurance job, and you knew what the price
was going to be if it was, and you knew what the price was going
to be if it was not.

Cha-cha and off.

Chairman THOMAS. And, in conclusion, I thank the gentleman
from Indiana.

The gentleman from Nebraska, Member of the Subcommittee,
Mr. Christensen.

STATEMENT OF HON. JON CHRISTENSEN, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF NEBRASKA

Mr. CHRISTENSEN. Thank you, Mr. Chairman, and as Mr. Jacobs
has already stated, I am experiencing a summer cold, so if I start
to hack and cough I will apologize profusely to the Committee.

Thank you for your leadership in this area and for having these
hearings today. Medical savings accounts, or MSAs, are a revolu-
tionary idea whose time has come. Although there are countless
variations, MSAs generally allow individuals to save money in a
tax exempt account, much like an IRA. Instead of purchasing an
expensive first-dollar type of insurance policy, the individual would
purchase a less costly, high-deductible catastrophic health insur-
ance policy to cover major medical expenditures. The individual can
use the money in the MSA to cover routine medical expenses with
the catastrophic policy covering major medical expenses.

MSAs have many benefits. First, MSAs create strong incentives
for cost and quality conscious health care decisionmaking. Most
health care experts will tell you that the main reason health care
costs have skyrocketed in recent years is because there is little or
no price sensitivity in health care purchases. Under the third party
payer payment model that currently dominates our health care sys-
tem, transactions between health care providers and individuals
are paid by a third party such as an insurance company or the gov-
ernment.

Current estimates reveal that 95 percent of hospital bills and
over 80 percent of physician fees are paid by some third party. This
system perpetuates the misconception that someone else is picking
up the health care tab and, thus, the individual does not have to
worry about the cost or the need for care. This has created
increased health care consumption, which in turn has caused infla-
tionary pressure on health care costs.

MSAs alleviate this problem by giving people control over their
own health care dollars. When they know and understand it is
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their own money they are spending, individuals are much more
careful and selective about the medical services they use. The in-
creased price sensitivity results in more efficient use of health care
resources, and, thus, lower health care costs.

The Rand Corp. has confirmed this. In a study conducted in the
early eighties, researchers studied the health care decisions of over
2,000 families. What they discovered was that the lower the health
insurance deductible, the greater the utilization with no discernible
difference in health outcomes. When these findings are extrapo-
lated, the Rand study shows when people are spending their own
money on health care, they spend 30 percent less with no adverse
effect on health.

Second, MSAs encourage savings by individuals. Our country is
facing a savings crisis. We have the lowest savings rate in the
industrialized world. As a matter of public policy, we must do ev-
erything we can to encourage people to save money. MSAs provide
a vehicle for employees to save their hard-earned dollars. Unlike
flexible spending accounts where the funds in the account remain
the property of the employer and any unused funds traditionally
revert to the employer, all money in an MSA belongs to the individ-
ual. This money can be saved by the individual to cover future
health care expenses.

Third, MSAs are completely portable. One of the greatest con-
cerns that I hear from Nebraskans and others about is “job lock,”
the situation which individuals are scared to leave their current job
because they might lose their health insurance. MSAs, unlike tra-
ditional employer-provided health insurance, follow the individual.
They allow individuals to save money that can cover health care
expenditures and insurance during temporary loss of employment.

And, finally, MSAs are a proven tool in cutting health care costs
with no adverse effect on the individual’s health. We have heard
numerous examples from Dominion Resources to Quaker QOats to
Golden Rule to even my colleague on my right and his company
where they testified last month before our Committee.

In conclusion, I want to touch just briefly on the issue that we
have been working on, that we will be working on later this year,
and that is the Medicare problem. I believe that MSAs also hold
a solution facing us with that problem.

Last month, we heard an individual from the National Center for
Policy Analysis, Peter Ferrara, testify and highlight a proposal
from Dr. John Goodman about how MSAs can help in reducing the
consumption with Medicare. I truly believe that using the MSAs
with the Medicare dilemma we are faced with to help create an
advantageous system for seniors, allow more opportunity, more cost
consciousness and place for emphasis on the individual.

I truly believe that MSAs are part of the answer to every phase
whether it is private, Medicare, or the entire health care system.
It is truly a revolutionary idea that has come.

I thank the Chairman for holding these hearings and thank you.
I will be glad to answer any questions and would ask that my full
testimony be entered into the record.

Chairman THOMAS. Without objection, all the written testimony
of the Members will be made a part of the record.

[The prepared statement follows:]



Testimony of Representative Jon Christensen
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Mr. Chairman, I want to thank you and the other members of the Subcommittee for
this opportunity to testify today regarding a health care reform measure that represents a
significant step in solving the problems facing our health care system. What I’'m referring
to, of course, is the Medical Savings Account.

Medical Savings Accounts, or MSAs, are a revolutionary idea whose time has
come. Although there are countless variations, MSAs generally allow individuals to save
money in a tax-exempt account, much like an IRA. Instead of purchasing an expensive
“first-dollar” type of insurance policy, the individual would purchase a less costly, high-
deductible catastrophic health insurance policy to cover major medical expenditures. The
individual can use the money in the MSA to cover routine medical expenses with the
catastrophic policy covering major medical expenses.

MSAs have many benefits. First, MSAs create strong incentives for cost- and
quality-conscious health care decision making. Most health care experts will tel} you that
the main reason health care costs have skyrocketed in recent years is because there is little
or no price-sensitivity in health care purchases. Under the third-party payment model that
currently dominates our health care system, transactions between health care providers and
individuals are paid by a third party such as an insurance company or the government.
Current estimates reveal that 95 percent of hospital bills and over 80 percent of physician
fees are paid by some third party. This system perpetuates the misconception that someone
else is picking up the health care tab and, thus, the individual doesn't have to worry about
the cost or need for care. This has created increased health care consumption, which in

turn has caused inflationary pressure on health care costs.
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MSAs alleviate this problem by giving people control over their own health care
doliars. When they know and understand that it’s their own money they are spending,
individuals are much more careful and selective about the medical services they use. This
increased price sensitivity results in more efficient use of health care resources and, thus,
lower health care costs.

The Rand Corporation has confirmed this. In a study conducted in the early 1980s,
researchers studied the health care decisions of over 2,000 families. What they discovered
was that the lower the health insurance deductible. the greater the utilization with no
discernible difference in health outcomes. When these findings are extrapolated, the Rand
study shows that when people are spending their own money on health care they spend 30
percent less with no adverse effect on health.

Second, MSAs encourage savings by individuals. Our country is facing a savings
crisis; we have the lowest savings rate in the industrialized world. As a matter of public
policy we must do everything we can to encourage people to save money. MSAs provide a
vehicle for employees to save their hard-earned dollars. Unlike Flexible Spending
Accounts (FSAs), where the funds in the account remain the property of the employer and
any unused funds traditionally revert to the employer, all money in an MSA belongs to the
individual. This money can be saved by the individual to cover future health care
expenses.

Third, MSAs are completely portable. One of the greatest concerns that I hear from
Nebraskans and others about is “job-lock” - the situation in which individuals are scared to
leave their current job because they might lose their health insurance. MSAs, unlike
traditional employer-provided health insurance, follow the individual. They allow
individuals to save money that can cover health care expenditures and insurance during
temporary lapses in employment.

Finally, MSAs are a proven tool in cutting bealth care costs with no adverse affect
on the individual’s health. We’ve all heard how Forbes magazine, Dominion Resources,
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Quaker Oats, Goiden Rule Insurance Company and others have successfully implemented
MSA-type accounts to the benefit of both employer and employee.

For example, last month Tom Erhart, Vice-President for Human Resources for
RCI, a Michigan-based automotive specialty company, testified before this Subcommittee
on MSAs. Mr. Erhart told the Subcommittee that since implementing its MSA program,
the company was able to: (1) increase the level of benefits to its employees while reducing
its health insurance costs by nearly 15 percent; (2) return, on the average, over $1,000 to
nearly 75 percent of its employees; and (3) significantly reduce employer and employee
paperwork. As Mr. Erhart put it, it’s a “win-win situation for employer and employee.”

It is for these reasons that I am a proud original cosponsor of H.R. 1818,
Chairman Archer’s Family Medical Savings and Investment Act of 1995. This historic
piece of legislation provides that individuals covered by a catastrophic health plan, i.e.,a
plan that has a deductible amount of at least $1,800 per individual or $3,600 for more than
one person — will be eligible for tax relief for maintaining and using an MSA for medical
expenses not covered by the health plan. Where contributions are made by an employer,
contributions would be excluded from the employee’s gross income. Where contributions
are made by an individual, contributions would be tax deductible. In both instances
withdrawals from an MSA would be excluded from income if used for medical expenses
for an individual and their family. I’m confident that this important measure will be passed
in the 104th Congress as yet another plank in the incremental health care reform platform
Republicans have proposed in order to “zero-in” on specific problems with our health care
system.

Before I close, 1 want to briefly touch on the tremendous potential MSAs hold in
helping us save Medicare froxp financial ruin while at the same time giving our nation’s
seniors improved health care benefits and quality.

By now hopefully we all understand that Medicare is going broke. The Trustees of
the Medicare Trust Fund, including four of President’s Clinton’s own appointees, recently
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announced that, beginning next year, Medicare will spend more than it takes in. By 2002,
it will be completely bankrupt. If this happens, no one in America will have Medicare—-No
one. Something must be done to protect, preserve and improve this vital program. It must
be done in a manner that gives our nation’s seniors more choices in health care; that gives
them better, higher quality health care; and, most importantly, ensures that Medicare will be
there for them and for generations to come.

I'm hopeful that MSAs will play a vital role in achieving these goals. During last
month's hearings on the potential role that MSAs might have in the Medicare program, 1
was especially impressed with testimony of Peter Ferrara, a Senior Fellow with the
National Center for Policy Analysis out of Dallas, Texas. Mr. Ferrara highlighted a
proposal that he and Dr. John Goodman, the father of MSAs, drafted. Under that
proposal, seniors would be free to withdraw their share of Medicare spending each year
and use it to purchase private coverage of their choice, including an MSA option. Under
the MSA option, the senior would use part of the funds to purchase a high-deductible
health insurance policy. The remaining funds would be placed in an MSA and used to pay
for medical expenses below the deductible. The senjor citizen would be able to withdraw
any remaining MSA_ﬁmdsalthcendofthe year and use them for any purpose. Like
MSAs in the non-Medicare setting, MSAs for Medicare recipients would create effective
incentives for recipients to be cost- and quality-conscious in their health care decisions
while at the same time providing seniors with greater choice of health care providers and
services. 4

In closing, I want to again thank you Mr. Chairman and my colieagues on the
Subcommittee for the opportunity to testify before you today. When I began my campaign
for the United States Congress nearly two years ago, this nation was facing one greatest
public policy challenges it.has ever faced. Health care reform was the hot topic and
everyone was looking for ways to halt skyrocketing costs and address such problems as

portability and pre-existing conditions. The current occupants of the White House were

advocating the government takeover of one-seventh of our nation’s economy as the
solution to these problems. I took a different route. I campaigned on a little-known reform
called the Medical Savings Account because it was the free-market altemnative to the
government-knows-best type of reform that was being proposed. Health care decisions are
best made by individuals, not governments. It made sense two years ago. It makes sensc
today.

Thank you.
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Chairman THoMAS. Now we will hear from our friend, the Chair-

man of the House Agriculture Committee, the gentleman from
Kansas, Mr. Roberts.

STATEMENT OF HON. PAT ROBERTS, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF KANSAS

Mr. ROBERTS. I thank the Chairman not only for his leadership
but for his strong support of the MSA concept, the medical savings
account concept, and would only opine, in regard to Mr. Stark’s ob-
servation that he is raining somewhat on the MSA parade, that
you do not necessarily have to be that Al Capp character in regard
to Li’l Abner, which really dates me, Joe Boozlefoop, or whatever
his name was—Mr. Jacobs has the name, you know, I can’t remem-
ber that—but, at any rate, this is not really doom and gloom. It is
just not a program to get the wealthy and the healthy to take away
or skim and scam or film and flam in regards to your regular pol-
icyholders.

My remarks come, obviously, because of my association with the
House Agriculture Committee. One quarter of the U.S. population,
about 65 million persons, do reside in the rural areas. We have
very special characteristics and special needs that pose challenges
to providing our rural health care services. We are more likely than
the urban residents to be simply uninsured. We are often out of the
mainstream of employment-based health insurance coverage be-
cause we are self-insured farmers and ranchers or small business
people or seasonally employed workers such as a custom cutter.

Many rural residents are employed by small businesses that do
not provide health insurance benefits or are unemployed alto-
gether. As a result, a higher proportion of our residents must pur-
chase individual health insurance policies on their own. These poli-
cies are generally more costly than the group coverage and make
the coverage less affordable in the rural area.

But we in rural America are used to developing our own solu-
tions to our health care problems. Rural consumers are not looking
for more Federal handouts or any more regulatory schemes. Rural
Americans are looking for the proper tools to make their own deci-
sions and to help themselves. The medical savings accounts are
such a tool that will help our farmers and ranchers and our small
business people certainly meet their health care needs.

The farmers and small business folks really prefer an approach
to health insurance coverage that puts them in charge of their own
health care dollars. The family savings account does just that. This
approach will allow the individual to control their spending
through the use of a high-deductible and catastrophic plan com-
bined with the MSA trust to pay for the smaller medical bills.
These plans encourage savings and responsible spending decisions.
They help ensure that individuals and families have the adequate
health insurance in times of economic hardship or unemployment.
Since they are portable, they also really start to eliminate the fear
of losing health benefits due to a job loss or a change. And finally,
the individuals have the option to choose the plan that works best
for them.

I know we are moving into a new managed care world. The MSA,
the medical savings account will become an even more important
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tool in rural areas. This is partly because there are not many doc-
tors or hospitals to manage in a rural area.

I have often asked the question, how do you manage care that
is not there? While I support efforts to really try to integrate the
health services and strongly encourage the networking of facilities
and providers, managed care is simply not readily available in
much of our rural areas. Many rural health care consumers are a
little nervous about the possibility of someone or some corporation
simply coming into their community and telling them where they
will have to go for care. If individuals are in control of their own
health spending through a medical savings account, they are also
in control of choosing their own doctor and their health care facil-
ity. Until the managed care becomes, and I would say if and when
it becomes, more established in the underpopulated rural areas,
the MSAs will protect and preserve the right of the patients to
choose his or her own family doctor.

Mr. Chairman, we had hearings in the sometimes powerful
House Agriculture Committee with the former Chairman Kika de
la Garza, and we heard from all sorts of rural health care provid-
ers, and the support was across the board, the Farm Bureau, the
Wheat Growers, other commodity groups; all farm organizations
endorsed the MSA.

.1 want to thank you for your leadership in this regard. I want
to thank you for restoring the tax deduction for the self-employed
up to 25 percent; it will be 30 next year. That is part of the answer.
The MSA is part of the answer. I urge swift and favorable passage
of this act and 1 thank you, sir, for the opportunity.

[The prepared statement follows:]
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TESTIMONY OF REP, PAT ROBERTS
FAMILY MEDICAL SAVINGS ACCOUNTS
HEARING BEFORE THE
HOUSE WAYS AND MEANS SUBCOMMITTEE ON HEALTH
JUNE 27, 1995

Mr. Chairman, thank you for the opportunity to discuss health insurance reform with you
today, particularly Medical Savings Accounts (MSAs) and their impact on the health of rural
Americans. 1 am pleased that this committee has introduced legislation which will greatly improve
the health care insurance options for all Americans, rural and urban alike.

One-quarter of the U.S. population--about 65 million persons--reside in rural areas. Rural
communities have unique characteristics and special needs that pose challenges to providing rural
health care services. Rural residents are more likely than urban residents to be uninsured. They
are often out of the mainstream of employment-based health insurance coverage because they are
self-insured farmers and ranchers or seasonally employed workers such as custom harvesters.
Many rural residents are employed by small businesses that do not provide health insurance
benefits or are unemployed altogether. As a result, a higher proportion of rural residents must
purchase individual health insurance policies on their own. These policies are generally more
costly than group coverage and make health insurance coverage less affordable in rural areas.

However, compromise is a way of life for rural residents and we in rural America are used
to developing our own solutions to health care problems. Rural consumers are not looking for
more federal handouts or regulatory schemes. Rural Americans are looking for the proper tools
to make their own decisions and help themselves. Medical Savings Accounts (MSAs) are one
such tool that will help farmers and ranchers meet their health care needs.

Farmers and small business proprietors prefer an approach to health insurance coverage
that puts them in charge of their own health care dollars. The Family Medical Savings and
Investment Act does just that. This approach will allow individuals to control their spending
through the use of a high deductible catastrophic plan combined with the MSA trust to pay for
smaller medical bills. These plans encourage savings and responsible spending decisions. MSAs
help ensure that individuals and families have adequate health insurance in times of economic
hardship or unemployment. Since MSAs are portable, they also eliminate the fear of losing health
benefits due to a job loss or change. Furthermore, individuals have the option to choose the plan
that works best for them.

As we move into a new “managed care world”, MSAs will become an even more
important tool in rural areas. This is partly because there are not many doctors or hospitals to
manage in rural areas. I've often asked the question, “How do you manage care that is not
there”? While I support efforts to integrate health services and strongly encourage the
networking of facilities and providers, managed care is simply not readily available in much of
rural America. Many rural health care consumers are a little nervous about the possibility of
someone Or some corporation coming into their community and telling them where they will have
to go for care. If individuals are in control of their own health spending through an MSA, they
are also in control of choosing their own doctor and health care facility. Untif managed care
becomes more established in underpopulated rural areas, MSAs will protect and preserve the right

of the patient to choose his or her own family doctor.

The House Agriculture Committee held a hearing on rural health care last March where I
heard from a variety of rural health providers and consumers from across the country. The theme
of “freedom of choice” and “individual responsibility” came through loud and clear. Several
witnesses strongly recommended that Congress create MSAs or Medi-Save accounts in order to
encourage this responsibility and preserve choice. A soybean farmer from Georgia told me that
“farmers can be part of the solution by designing and managing their own coverage™. While
MSAs may not be a panacea for health insurance, I believe they are a part of the solution.

Thanks to the work of your committee, we are making progress in our efforts to improve
health care options for those in rural areas. By restoring the tax deduction for the self-employed
to 25 percent earlier this year, your committee has taken the first step to bring tax fairness to rural
residents. 1 am still hopeful we can increase this deduction to 100 percent in the near future. The
Family Medical Savings and Investment Act is another step to increase insurance options and
improve the health care of rural Americans.

Again, thank you for this opportunity to share my thoughts with you this moming. As
always, it has been a pleasure meeting with this committee. 1applaud you in your efforts to
establish Medical Savings Accounts and look forward to working with you.
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Chairman THOMAS. I thank the gentleman.
The gentleman from Michigan, Mr. Chrysler, welcome back.

STATEMENT OF HON. DICK CHRYSLER, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF MICHIGAN

Mr. CHRYSLER. Thank you, Mr. Chairman, and Members of the
Committee. Thank you for inviting me here today to relate to you
and the American people the positive experience my company en-
joys with medical savings accounts.

At my company, RCI, we use medical savings accounts as our an-
swer for health insurance and we are proof positive that they work.
Michigan had the wisdom and the vision to enact medical savings
accounts in 1993. After our first year of implementation, we can al-
ready say that the program has been an enormous success. While
our medical savings account plan carries substantially higher bene-
fits than our former insurance plan, our annual health care ex-
penditures per employee was actually reduced by $600 from $4,800
to $4,200. That is a savings of 14.3 percent in just 1 year.

At RCI, an employee with dependents received $3,000 in a medi-
cal savings account. Single employees receive $1,500 in their ac-
counts. With this MSA, the employee can purchase any kind of
health service they want, medical, dental, prescription drugs, any-
thing they need, as long as it is medical. Any money left in the
MSA at the end of the year is the employee’s money to keep. Sev-
enty-five percent of the employees at RCI received money back,
usually over $1,000, at the end of our first year.

I will say that the average American will spend about $1,000 per
year on health care. Coupled with the employee’s medical savings
accounts is a $1,500 insurance policy put into place in the event
the account is exhausted. Any additional medical expenses above
the MSA are paid by this policy. It is similar to car insurance,
where you have a high-deductible.

For the employees, this health care plan is beneficial in two
ways: First, by being in control of their health care dollars they can
receive a return at the end of the year; second, it creates an incen-
tive to take better care of themselves through preventive measures,
to avoid costlier medical procedures later.

When it is the employee’s own money, they will spend it wisely,
asking how much it will cost, and shopping around for the best
price. That is the best way to control cost. Free enterprise, alive
and well.

With an average healthy life, an individual who puts money
away each year from his or her medical savings accounts,
compounding it over a lifetime of work, will have a substantial nest
egg of well in excess of $100,000 at retirement. And that is exactly
when it is needed, because about 80 percent of our health care dol-
lars are used in the last 6 months of life.

Currently, no tax advantages exist to rollover remaining MSA ac-
counts to the following years, leaving most employees to take the
cash option at the end of the year. If Congress authorizes MSAs
and grants them tax deductible status, these programs will have an
unlimited appeal to both employees and employers, providing a
win-win situation for everyone involved.



17

I truly believe we would see a dramatic reduction in health care
costs nationwide with the expanded use of MSAs. In addition, if a
person is unemployed for a period of time, he or she could use his
or her medical savings account to continue their health insurance
until they find a new job. In addition, a huge pool of money would
be created by MSAs which would be a great resource capital for en-
trepreneurs.

Medical savings accounts could also help very costly government
programs, such as Medicare and Medicaid, work better. For Medic-
aid, the government would give an individual on welfare an MSA
voucher which could be taken to an insurance company of the indi-
vidual’s choice to get an MSA insurance policy. If that individual
has money coming back to them at the end of the year, it should
be held until they find a job, giving them another financial incen-
tive to find work.

With MSAs in place over a period of years, the need for Medicare
would be diminished greatly. If a person had accumulated approxi-
mately $100,000 in their medical savings account by age 65, that
individual could purchase a super MSA from an insurance company
with $100,000 deductible for the remainder of his or her life.

We need to create these types of programs to solve our long-
range crisis in Medicare and Medicaid. Based upon my firsthand
experience with medical savings accounts at RCI, I can honestly
tell you the theory behind them works in real world application.

In my opinion, medical savings accounts provide the best health
care program when it comes to the high level—when it comes to
high-level benefits, employee satisfaction, freedom of choice, effi-
ciency, and cost effectiveness. The Archer-Jacobs bill is a tremen-
dous step toward expanding the use of this innovative approach to
health care in our country and has my full support. The only scam
is that the MSAs were never allowed to be reported out of a Com-
mittee in the past to be voted on by the full floor of the House.

Medical savings accounts can play a positive role in reducing
health care costs and improving the health care delivery system
nationally. Congress should take action now to expand MSAs as
the preeminent choice in providing a free market solution for
health care for all of our citizens.

Thank you.

Chairman THOMAS. I thank the gentleman.

Arriving with us on the panel is the Chairman of the Full Com-
mittee, but I would request of the Chairman—I would prefer he bat
cleanup, if he does not mind, because he is going to be speaking
directly to H.R. 1818 and some Members are speaking in general
on the MSA. And we do want to focus as the subject of this hearing
on H.R. 1818. Therefore, I will turn to the gentleman from Arizona,
Mr. Salmon.

STATEMENT OF HON. MATT SALMON, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF ARIZONA

Mr. SALMON. Thank you very much, Mr. Chairman. I appreciate
the opportunity to testify before your Subcommittee.

I would like to congratulate Chairman Bill Archer and Rep-
resentative Andy Jacobs for introducing their bill, H.R. 1818. I be-
lieve it is a fantastic step in the right direction.
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I am also proud to be a cosponsor of the same bill. I would like
to make a comment because I have been involved in this debate for
a few years, having sponsored a medical savings account bill in the
Arizona State legislature, and having successfully shepherded that
through. I have heard all the arguments from A to Z as to why this
is not going to work, and it predominately comes from those insur-
ance companies that I think are paralyzed with fear they will lose
market shares, and I think that is really what this gets down to.

I have heard the arguments that people will skimp when it
comes to taking care of their preventive medicine, that they will
not make intelligent decisions in purchasing their health care. I
think that is balderdash. In fact, I do not think people are as
dumb, as government believes they are. I think that individuals
make better decisions than bureaucrats do and I believe that that
is the same for government bureaucrats and insurance bureau-
crats.

I think individuals have more of a vested interest in the success-
ful outcomes and the health of their families than bureaucrats
could ever hope to. I think the best attributes of a medical savings
account are, number one, it empowers people; it allows them to
shop for the best deals and it gives them incentives to control costs.

Second, it cuts dramatically administrative costs. During the
course of my campaign, I spent a lot of time in hospitals, health
care centers, doctors’ offices, and I found that across the board, doc-
tors are spending about 35 to 40 percent of their time on adminis-
tration, on red tape and bureaucracy, and on sending paperwork to
either Medicare or to insurance companies.

Let me illustrate how we can save if you are dealing on a cash
basis with your health care provider.

About 7 years ago my last child was born, Matthew. The cost,
through my third party payer, as with many people, was $3,500.
Seven years ago, for a healthy delivery.

My sister-in-law had a baby 2 months later, same hospital, same
doctor, only they didn’t have insurance so they paid cash, $1,500.
You cannot tell me that we are not going to see a cut, a reduction
in our costs, by cutting out needless bureaucracy and paperwork.

Let’s talk about the need, though, for a Federal tax incentive. I
was successful in getting a State law passed in Arizona. I believe
we are one of seven States now that provide State tax benefits for
medical savings accounts, but it is not even close to the whole en-
chilada.

I think we understand that in order to really give people the in-
centives toward medical savings accounts, we have to have a level
playingfield with other kinds of medical insurance and give the
same types of tax preference to medical savings accounts we do to
other kinds of coverage.

Several companies have found when they went onto MSAs they
have cut their costs without the Federal tax deduction, and the Ar-
cher bill will expand this greatly. Almost 90 percent of Americans
spend less than $3,000 a year on their health care expenses.

I also feel, personally, that medical savings accounts would be a
great step in helping us to resolve the crisis with our Medicare sys-
tem. I think that Federal employees should be able to put their
government contribution toward a catastrophic plan with an MSA.
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And I would love to come back and talk about that at some other
time.

I do believe that individuals can make these decisions. They will
make good decisions for their families if we simply level the
playingfield and give the same kind of preference as we do to other
types of care.

Thank you, Mr. Chairman.

[The prepared statement follows:]
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Written Statement of Rep. Matt Salmon before the Health
Subcommittee of the Ways and Means Committee

June 27, 1995

As a proud cosponsor of Chairman Archer’s Family Medical Savings and Investment Act
of 1995, H.R. 1818, I appreciate the opportunity to testify before this subcommittee. The Ways
and Means Committee, and this Health Subcommittee, should be commended for investigating
Medical Savings Accounts (MSA’s), and Chairman Archer and his staff deserve our thanks for
their persistence in advocating Medical Savings Accounts.

Last year I stood beside Arizona Governor Fife Symington as he signed our state’s
Medical Savings Account Act into law. I had introduced the bill in the State Senate because my
examination of MSA’s led me to conclude that they could improve considerably our health care
delivery and insurance systems for millions of people in Arizona and across America. But I also
recognized at that time that no state or states, and no employer or employers, could unleash the
full promise of MSA’s without changes in federal law. Thus, I promised [ would take my fight
for MSA’s to Congress; and, needless to say, | have been extremely encouraged to find that
many others have been fighting, and continue to fight, for the same goals.

What we are fighting for is to put MSA’s on a leve! playing field with other forms of
insurance, be they HMQO’s or fee-for-service plans. We are not attempting to mandate MSA’s on
anyone, but rather to offer Americans an additional option.

As you will hear throughout today’s hearing, a hlgh—deducuble catastrophic i insurance
plan, combined thh a Medical Savings Account, can
Health care costs will fall as the persons receiving medical care are put
in charge of shopping for fairer rates and negotiating their own expenses. This will particularly
be true in the case of MSA’s because participants who are successful will be able to keep their

saviogs.

The federal tax deduction envisioned in the Archer bill will make MSA’s attractive.
Currently, some employers provide MSA’s for their employees, even though MSA's do not
enjoy the federal tax deduction that traditional employer-provided health insurance receives.
Once the playing field is leveled, as with the Archer bill, the cost-cutting potential of MSA’s will
fully flourish, and the empowerment it provides to employees will quickly make MSA’s a
popular choice for many Americans.

By giving MSA's the tax incentives that other types of health insurance currently receive,
we will reverse the upward spirals in health care costs. In fact, I believe MSA’s are part of the
answer to how we can preserve and protect our Medicare system; and I would love to see MSA’s
made available to federal workers, as a first step towards providing this option to all Americans.
1 intend to push these ideas through legislation currently being drafted, and I hope you would
invite me back to talk about them at a later date.

Thank you again for holding this hearing, and | urge you to support Chairman Archer’s
fine MSA bill. Our constituents will benefit from its prompt passage. Thank you very much.
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Chairman THOMAS. Thank you very much.
And our friend from Iowa, Hon. Dr. Ganske.

STATEMENT OF HON. GREG GANSKE, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF IOWA

Mr. GANSKE. Thank you, Mr. Chairman. And I want to applaud
the Chairman of the Full Committee, Chairman Archer, and Mr.
Jacobs for their leadership in this area. I have had the opportunity
to discuss MSAs with Chairman Archer on several occasions and
his insights have proven very valuable to me and I am sure will
help guide this Congress.

I want to look at MSAs from a little different angle. I may be
the only Congressman who has actually practiced medicine under
a free market.

Prior to becoming a Congressman last November, I was a plastic
surgeon and I know from personal experience that when the
consumer pays the bill, medical costs are controlled. While about
90 percent of my practice was reconstructive, some of my practice
was cosmetic surgery. I can assure you that when the patient
spends his own money, the free market can work to hold down
medical costs.

Before most patients ever crossed my doorway, they had phoned
every other plastic surgeon within a 50-mile radius to find out
what the total cost of their package would be. Consequently, medi-
cal inflation in this field has been virtually zero for the last decade.

All of my patients had questions about options, outcomes, and
risks, but unlike my reconstructive patients, those who came to me
for cosmetic procedures were also